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APRIL 27 - 30, 1998 1 YEAR 1 MONTH  LAST
AGO AGO WEEK

Market Cap (RM bil) 765.4 375.3 325.6
— Main Board 673.4 357.0 310.4
— Second Board 62.0 18.3 15.1
KLCI (pts) 1,137.95 622.83 538.24
SBI (pts) 438.83 135.39 111.47
3-mth Klibor 7.520 10.960 11.020
RM/US$ 2.5110 3.7210 3.8180

WEEKLY VOLUME LEADERS
counter Close High Low +/- +/- Vol

(RM) (RM) (RM) (RM) (%) (m)
BSinger-T 0.055 0.095 0.040 -0.015 -21.43 22.2
Rekapacific 0.375 0.465 0.370 -0.075 -16.67 19.15
Maybank 5.400 5.750 5.350 -0.050 -0.92 17.14
Magnum 2.020 2.280 1.990 -0.260 -11.40 15.24
MBf Capital 0.805 0.990 0.800 -0.150 -15.71 12.86

WEEKLY TOP GAINERS
counter Close High Low +/- +/- Vol

(RM) (RM) (RM) (RM) (%) (m)
E&O 1.590 1.590 0.940 0.610 62.24 0.77
Thong Guan 1.990 1.990 1.500 0.390 24.38 0.01
PK Resources-W 0.180 0.180 0.120 0.030 20.00 0.01
Mega Pascal 1.190 1.320 1.090 0.190 19.00 0.01
GoldBridge 1.480 1.480 1.230 0.230 18.40 0.48

WEEKLY TOP LOSERS
counter Close High Low +/- +/- Vol

(RM) (RM) (RM) (RM) (%) (m)
Commerce-T 0.030 0.050 0.025 -0.045 -60.00 1.72
Sime UEP-P 2.500 6.200 2.500 -3.700 -59.68 0.01
Hwa Tai Food 7.200 12.500 7.200 -8.900 -55.28 1.73
Leong Hup-W 0.055 0.100 0.045 -0.045 -45.00 1.04
Kedah Cement 0.700 1.040 0.700 -0.380 -35.19 0.66
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ECONOMIC & STRATEGY
Economy shrinks in 1Q, showdown on monetary policy looms

The Yen’s dip to seven-year low against the US dollar at 139.20 sent the regional markets to a crossroad. In
Hongkong stocks traded in volatile session over the anticipated contraction in economic growth - officially -
2% in the 1Q 1998. Malaysia fared equally bad, with GDP shrinking by 1.8% in 1Q98, leading the KLCI to
lower close everyday last week.

Economy shrinks in first quarter: GDP growth slipped into the negative territory, the first since 1985.
The country recorded a -1.8% GDP growth in 1Q98 vs 8.5% growth in 1Q97 and 6.9% growth in 4Q97. All
sectors of the economy slackened in 1Q, with agriculture (-2.8%), mining (2%), manufacturing (-2.4%), con-
struction (-10%) and services (2.9%). The central bank remains steadfast that its full-year forecast of 2.5%
growth is still within reach. The 1Q98 figures compares with still-robust 1Q97 before the onset of economic
crisis. Thus, of immediate concern is the performance in the 2Q. Two consecutive quarters of decline could
herald a recession, according to Bank Negara.

The only bright spot is the improvement in the balance of payment with 1Q trade surplus at RM8.8b, up from
RM1.7b in 4Q97 and vs RM2.0b in 1Q97. The current account deficit could be wiped out at "close to balance"
vs the earlier estimate of 5% of GNP.

Showdown on monetary policy: The economic contraction in 1Q highlights the urgent need to put in
place stimulative package to jumpstart productive activities in several crucial sectors. Hampering such ef-
forts is the tight liquidity in the system and the vigour in which banks are squeezing up credit, let alone
extend new lines to worthy borrowers. This situation is a direct result of the tight monetary policy and
stubbornly “high” interest rates that hallmark the central bank’s current thinking. Bank Negara has its
twin objectives in combating inflation and finding stability for the battered  currency.

That policy has its vocal opponent in the very government itself, which is championing for lower interest rate
regime to alleviate the suffering of local businesses. Either way, there is a hefty cost to pay. What might be
achieved is a compromise solution from the likely arbitration of the National Economic Advisory Council,
which is due to submit its recommendation to the Cabinet this month. Because the composition of the NEAC
are largely policymakers of the day, the outcome may be deemed a compromise that could likely impair the
independence of the central bankers. We would also be watchful of differences among the top leadership on
the same issue.

Transparency still a foreign word despite much hype: The market appears to be rather kind to Proton
last week, following its proposed purchase of an additional 16.3% stake in Lotus Group International for
RM100m. The cash deal on willing buyer-willing seller terms (after taking into account the initial acquisi-
tion cost and holding cost over 22 months) looks detrimental without the accompanying valuation of its
worth, as well as the need to preserve internal cash. That block of shares was bought from Citranika Enter-
prise — a 50:50 JB between the late Yahaya Ahmad and Saleh Sulong.

Why Proton must buy-out the 16.3% block (at RM61.54 per share) in times of uncertainty begs an answer,
when it could have done so in October 1996. Then, the 80% block in Lotus was acquired for 51m pounds
(RM204m, or RM25.50 per share) and split two-way, with Proton taking 63.8% stake in the famous car
maker. Until the actual worth of the Lotus shares can be determined, it appears be a help-out for Saleh
Sulong and the estate of Yahaya Ahmad.
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Much-maligned Malaysian Airline System (MAS) may be on the mend. Despite producing a poor finals to
March 31, 1998, the airline looks set to pacify investors with its chairman’s pledge over the weekend. Tajudin
Ramli said the (restructuring) exercise is not an attempt to satisfy the business interests of specific groups of
shareholders in MAS.” He also gave his pledge and commitment that “all shareholders will be treated on an
equitable basis.” That promise remains to be delivered. Our view is that investors will still need convincing,
though, given the perceived need to restructure his personal debts. [David Yong 466-3929]
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TECHNICAL VIEW
Brace for further downside this week, but there will be opprtunities for bargain hunting

The KLCI fell everyday last week to close at 538 pts, about 40 points below the close of the previous week.
The sharp about-turn after the prior weeks' euphoria was due to various regional factors, including the Yen's
renewed weakness, the new lows set by South Korea's KOSPI and Thailand SET indices and the warning by
local authorities of a possible recession in Malaysia.

Technically, the failure to close the gap at 603/607 pts and the subsequent fall below the previous week's low
suggests that the market is about to test the next support area at various levels closer to 500. All the daily
classical technical indicators we look at continue to indicate a falling market, at least in the early part of the
week. The daily MACD signal has now turned negative, although a divergence with price is taking shape.
The daily RSI has still some way to go before it gets oversold. Momentum indicators are still negative with no
indication of slowing down as yet.

The earlier descending price channel is now firmly intact and the next support as of today is at 511 pts. The
wave character and counts we have seen so far indicate that the current downtrend should find its next
support at the 525/532 pts window, before a significant bounce can occur. The next line of defence is at 511
pts, which is another suggested target. If this is true, the KLCI could see a broad rally back to the 600 level.
Watch for some technical clues sometime during the week for a buy confirmation. Short-term players may be
able to hunt for some bargains this week. [P. Cherry Simon 254-6677]


